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PREFACE 

This  publication  is  Intended  as  a  quick  reference  aid  for  Montana  municipalities 
contemplating  rate  increases  for  sewer  and  water  systems.  Individuals  with 
questions  regarding  this  process  should  contact  the  Public  Service  Commission  at 
444-6188. 


PROJECT  PARTICIPAIMTS 

Consultant:   Jim  Richard 

Business  Services  Inc. 

P.O.  Box  508 

White  Sulphur  Springs,  MT  59645 

For  the  Department  of  Commerce: 

Chuck  Brooke,  Director,  Montana  Department  of  Commerce 

Newell  Anderson,  Administrator,  Local  Government  Assistance 
Division 

Dave  Cole,  Chief,  Community  Development  Bureau 

Gus  Byrom,  Program  Manager,  Community  Development  Block  Grants 

Robb  McCracken,  Administrative  Officer,  Community  Technical 
Assistance  Program 

Gavin  Anderson,  Planner  IV,  Community  Technical  Assistance 
Program 

Richard  Weddle,  Staff  Attorney,  Community  Technical  Assistance 
Program 

For  the  Public  Service  Commission: 

Ron  Wood,  Rate  Analyst,  Utility  Division 


OUTLINE  OF  REQUIREMENTS  AND  PROCEDURES  FOR  SUBMITTING  MUNICIPAL 
APPLICATIONS  TO  THE  PSC  FOR  WATER  AND  SEWER  RATE  INCREASES 

This  outline  is  intended  to  assist  Montana  cities  and  towns  in  preparing  applications  to 
the  Public  Service  Comnnission  (PSC)  for  water  or  sewer  rate  increases.    Local  officials 
who  are  considering  water  or  sewer  rate  increases  should  contact  the  Public  Service 
Commission  (444-6188)  with  any  questions. 

RATE  INCREASES  SUBJECT  TO  PSC  REVIEW 

Rate  increases  for  municipal  water  and  sewer  systems  are  subject  to  PSC  review  and 
approval,  except  in  the  following  situations: 

1.  The  overall  annual  revenue  increase  will  not  exceed  12  percent  of  the  existing 
rate;  or 

2.  The  rate  increase  is  required  to  cover  the  debt  service  on  bonds  to  pay  for 
state  or  federally  mandated  improvements. 

Municipalities  may  qualify  under  both  exemptions.    For  example,  the  debt  service  on 
bonds  to  pay  for  sewer  improvements  mandated  by  the  Department  of  Health  and 
Environmental  Sciences  (DHES)  is  not  subjected  to  PSC  review.  Charges  to  cover 
operations  and  maintenance  would  not  be  subject  to  PSC  review  provided  the  increased 
revenues  for  operation  and  maintenance  constituted  an  increase  of  12  percent  or  less. 

A  provision  in  Montana  law  allows  local  governments  to  "establish"  utility  rates. 
Currently  the  PSC  interprets  that  language  to  mean  that  a  municipality  may  set  its  initial 
water  or  sewer  rates  (e.g.,  where  an  unsewered  community  builds  a  new  sewer  system) 
without  PSC  review  and  approval.     The  PSC  recommends  that  a  city  or  town  aoplv  for 
PSC  approval  in  such  cases  to  preclude  any  future  questions  or  protests. 

Rate  increases  proposed  by  county  water  and  sewer  districts,  rural  or  special 
improvement  districts  or  water  users'  associations  are  not  subject  to  PSC  review. 

Municipalities  should  be  aware  that  they  are  subject  to  the  public  notice  and  hearing 
requirements  of  69-7-111  and  69-7-112  of  Montana  Code  Annotated  whenever  it  is 
considered  advisable  to  "regulate,  establish,  or  change  rates,  charges,  or  classifications 
imposed  on  its  customers."  These  statutes  apply  regardless  of  whether  PSC  review  will 
be  required. 

SPECIFIC  CHARGES  ALLOWED  BY  PSC 

The  PSC  allows  certain  components  to  be  included  in  the  rate  structure.    The  major 
component  of  the  rate  structure  is  the  fee  needed  to  cover  the  debt  service  on  bonds 
issued  to  finance  the  improvements.    The  cost  of  issuing  the  bonds  and  generating  a 
bond  reserve  can  be  included.    The  PSC  allows  the  costs  of  operation  and  maintenance 
to  be  included  in  proposed  rate  increases.    Also,  the  average  "recurring  annual"  capital 
improvements  costs,  if  identified  in  a  three  to  five  year  capital  improvements  plan,  may 
be  approved.    The  plan  must  indicate  when  the  anticipated  improvement  will  be  needed 
and  how  much  it  will  cost. 

In  summary,  the  PSC  allows  the  following  to  be  included  in  a  proposed  rate  increase: 

1 .  principal  and  interest  costs  to  retire  bonds; 


■2.  bond  issuance  costs; 

3.  bond  reserve  costs  as  required  by  bond  buyers; 

4.  annual  costs  of  operation  and  maintenance; 

5.  average  recurring  annual  capital  improvements  costs,  as  identified  in  a  three  to 
five  year  capital  improvements  plan. 

The  municipality  is  responsible  for  determining  whether  its  proposed  rate  increase  is 
subject  to  PSC  review.    Local  officials  will  need  to  consult  with  their  city  attorney  to 
determine  whether  a  rate  increase  should  be  submitted  for  PSC  review. 

PSC  REVIEW  PROCESS 

When  a  municipality  has  determined  that  a  proposed  water  or  sewer  increase  must  be 
reviewed  and  approved  by  the  PSC,  it  must  prepare  and  submit  an  application  that 
contains  the  required  information  (see  description  below).    The  original  of  the  application 
and  three  copies  (first  class  cities  must  submit  the  original  and  six  copies  of  the 
application)  must  be  submitted  to  the  PSC,  and  two  copies  must  be  sent  to  the  Montana 
Consumer  Counsel. 

Upon  receiving  an  application  the  PSC  conducts  a  review  to  ensure  that  the  proposed 
rate  increase  and  projected  revenues  and  expenditures  comply  with  state  regulations  and 
would  allow  economical  operation.  The  PSC  then  has  a  choice  of  scheduling  a  public 
hearing  or  publishing  the  "Notice  of  Opportunity  for  Public  Hearing."    The  PSC  will 
proceed  directly  to  scheduling  a  public  hearing  in  those  cases  where  a  proposed  rate 
increase  very  likely  will  be  controversial  or  will  generate  protest  or  questions,  either  from 
local  citizens  or  from  the  Montana  Consumer  Counsel.    The  "Notice  of  Opportunity  for 
Public  Hearing"  is  issued  in  cases  where  there  may  not  be  a  request  for  hearing.    The 
PSC  consults  with  the  applicant  municipality  in  making  the  decision  whether  to  go 
directly  to  a  hearing  or  to  issue  a  "Notice  of  Opportunity  for  Public  Hearing." 

If  no  requests  for  a  public  hearing  are  received  in  response  to  the  "Notice"  the  PSC  will 
issue  an  order  authorizing  the  implementation  of  increased  rates. 

Where  the  PSC  directly  schedules  a  hearing,  or  receives  a  request  for  a  hearing,  a  hearing 
in  the  community  is  held  in  accordance  with  the  Montana  Administrative  Procedures  Act. 
The  hearing  allows  the  PSC  to  examine  the  proposed  rate  increase  to  ensure  that  it  is 
consistent  with  state  regulations  and  that  it  will  provide  for  economical  operation  of  the 
utility.    The  PSC  tries  to  keep  the  proceedings  as  informal  as  possible,  especially  for 
smaller  cites  and  towns.    However,  a  record  of  the  proceeding  must  be  kept,  and  the 
Consumer  Counsel  and  other  parties  are  allowed  to  question  and  cross-examine  the 
municipality's  representatives  and  witnesses. 

The  municipality's  officials  and  representatives  should  be  thoroughly  prepared  to 
explain  why  the  proposed  rate  increase  is  needed  and  why  the  selected  rates  are 
appropriate  to  provide  efficient,  economical  service  to  the  residents.    Presenting  the 
information  required  in  the  PSC  application  will  greatly  assist  local  officials  in  preparing 
for  the  hearing  and  addressing  questions  about  the  proposed  rate  increase. 

After  the  hearing,  the  PSC  will  issue  an  order  approving,  disapproving  or  approving  a 
revised  version  of  the  proposed  rate  increase. 


REQUIRED  INFORMATION  FOR  PSC  APPLICATIONS 

A.  Rate  Increases  That  Would  Generate  $50.000  Or  Less  Per  Year 

For  a  municipality  proposing  a  rate  increase  that  will  generate  revenues  of  less  than 
$50,000  per  year,  no  minimum  filing  requirements  have  been  adopted,  but  the  PSC  will 
ask  for: 

1 .  a  narrative  describing  the  reasons  for  the  rate  increase; 

2.  records  showing  the  actual  revenues  and  expenditures  for  the  prior  two  years; 

3.  the  proposed  rate  schedule; 

4.  the  projected  operating  revenues  and  expenses  with  the  proposed  rate  increase. 

B.  Rate  Increases  That  Would  Generate  More  Than  $50.000  Per  Year 

Administrative  rules  adopted  by  the  PSC  set  out  the  application  requirements  for  a 
proposed  rate  increase  that  would  generate  revenues  of  more  than  $50,000  per  year. 
First  class  cities  must  file  an  original  and  six  copies  of  all  required  materials.    All  other 
municipalities  must  file  an  original  and  three  copies  of  the  materials.    In  addition,  all 
municipalities  must  send  two  copies  to  the  Montana  Consumer  Counsel. 

The  following  information  is  required  in  an  application; 

1.  A  letter  of  transmittal  that: 

a.  lists  the  documents  submitted  in  the  application; 

b.  lists  the  names  and  addresses  of  persons  receiving  copies  of  the  proposed  rate 

schedule; 

c.  provides  a  brief  description  of  the  proposed  changes  in  rates  or  service  charges; 

d.  briefly  explains  the  reasons  for  the  proposed  changes;  and, 

e.  lists  the  name  of  a  contact  person  who  can  answer  questions  concerning  the 
application. 

2.  Copies  of  all  adopted  ordinances  pertaining  to  the  operations,  policies  and  practices 
of  the  utility. 

3.  A  petition  that  contains: 

a.  the  name  of  the  applicant  municipality  and  the  utility  affected  by  the  proposed 
rate  change; 

b.  a  statement  that  the  municipality  currently  operates  the  utility  under  a  rate 
schedule  on  file  with  the  PSC,  and  that  the  municipality  proposes  to  amend  the 
schedule;  and. 


c.  a  request  that  the  proposed  rate  changes  be  approved  following  all  required 
procedures. 

4.  PSC  Form  8,  signed  by  the  mayor. 

5.  A  copy  of  the  municipality's  resolution,  signed  by  the  mayor  and  attested  by  the 
clerk,  authorizing  the  application  for  rate  increase. 

6.  A  narrative  statement  that: 

a.  details  the  reasons  for  the  change; 

b.  compares  the  present  and  the  proposed  rates; 

c.  gives  the  estimated  number  of  customers  to  be  affected;  and 

d.  shows  the  total  additional  annual  revenues  expected. 

7.  A  comparison  of  utility  revenues  and  expenses,  prepared  for  the  previous  four 
years,  the  actual  current  year,  and  projected  for  two  years,  showing  the  accounts  or 
information  on  the  form  in  Attachment  A  of  this  outline. 

8.  A  schedule  of  numbers  of  customers,  prepared  for  the  previous  four  years,  the 
actual  current  year,  and  projected  for  two  years,  showing  the  information  on  the 
form  in  Attachment  A. 

9.  Water  statistics,  prepared  for  the  previous  four  years,  the  actual  current  year,  and 
projected  for  two  proposed  years,  showing  the  information  in  Attachment  A. 

10.  A  sworn  affidavit  of  the  mayor  and  city  council  that  the  information  in  the 
application  is  a  true  and  accurate  compilation  of  information  contained  in  the 
records  of  the  utility. 
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ATTACHMENT  A 
FORMS  FOR  REPORTING  UTILITY  INFORMATION 

1 .  Water  statistics 

2.  Number  of  customers,  by  type 

3.  Water  revenues,  expenses,  and  debt  information  (three  pages) 

4.  Sewer  revenues,  expenses,  and  debt  information  (three  Pages) 

pscflyer    (gavin) 
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